After a retarded economic growth over the past few years, a recovery in economic growth rate began as result of faster growth in industrial sector and respectable growth in services sectors. Although macroeconomic stability has been achieved, the reduction in fiscal deficit was also at the expense of public sector development and social sector expenditure over the past few years. While acceleration and pattern of economic growth together with stagnant investment are not propoor since sufficient employment is not likely to be created, the recent surge in food inflation will hurt the poor. While economic reform programmes undertaken within the framework of IMF/World Bank over past 15 years were aimed at increasing efficiency and/or reducing poverty, the trends in various dimensions of poverty indicate that absolute poverty and inequality have worsened and progress in human development dimensions remained poor in Pakistan.
Another striking development was the substantial improvement in the capital inflows in the form of worker's remittances due to the increased scrutiny of undocumented foreign currency transaction after September 11. Since the focus of exchange rate and thus the monetary policy has been on avoiding the appreciation of Pak rupee to preserve export competitiveness, State Bank of Pakistan purchased foreign currency heavily stemming from increased workers' remittances resulting in an exceptional rise in foreign exchange reserves. While foreign exchange reserve accumulation is seen as an achievement, maintaining high level of reserves involves a heavy cost. It is worth noting that the costs to poor nations are benefits in terms of low interest loans to the nations that supply reserve currencies primarily the United States. Notably, Pakistan bears the highest annual cost of foreign exchange reserves holdings at 3.3% of GDP (US$2.5 billion) in south Asia followed by India, if compared as percent of GDP. Thus, by diverting resources from more productive uses in order to accumulate high level of foreign exchange reserves both India and Pakistan, have significantly impeded economic and social progress over the past few years. This explains why the poor are not benefiting from the recent macroeconomic gains in south Asia. It must be recognized the foreign exchange reserves are the national savings which a nation acquires through running current account surpluses. If the government utilized the foreign exchange reserves on foreign goods and services for the development of infrastructure in the country, it would not be inflationary. Thus, saving of the nations should be utilized efficiently by investing it in physical infrastructure and human capital which would generate sufficient employment and reduce poverty in south Asia.
Introduction
The performance of Pakistan's economy has been impressive over a long period of time. The economy has grown over 6 per cent per annum between 1960 and 1987. The capital inflows in terms of foreign aid and overseas worker's remittances have been substantial. The high economic growth rate combined with high capital inflow brought prosperity in the country and resulted in a substantial decline in poverty from 40 percent in the 1960s to about 17 percent in the late 1980s. However, the economic growth rate has declined to around 4 percent during the 1990s, which resulted not only in high unemployment rate but also in higher incidence of poverty and inequality in the country. It is may be noted that over the last decade, the country pursued a number of IMF/World Bank structural programmes due to the financial assistance sought from these institutions. Over the last four years, country also followed two IMF programmes-a Stand-by Arrangement, 2000 and Poverty Reduction and Growth Facilities (PRGF), 2001-04. While policies pursued under these programmes are primarily aimed at reducing the fiscal deficit, enhancing exports and improving the governance, it has also been argued that these policies will reduce the poverty.
The GDP growth rates remained low during the three years of IMF programmes-2000-02. However, the economy began to recover recently as result of resumption of growth in agriculture and faster growth in industrial sector, which is reflected by a rise in exports and imports of intermediate goods. Fiscal deficit has also been reduced from 5.2 percent in FY02 to 4.4 percent FY03. Over the past two years, a substantial improvement also came from the rising capital inflows in the form of worker's remittances. As a result, accumulation of foreign exchange reserve accelerated, pushing up the reserves to an unprecedented level of over US $12.6 billion (or 16.5% of GDP) equivalent to 51 weeks of imports in March, 2004 . However, while macroeconomic fundamentals improved significantly, it remains to be seen how these macroeconomic developments have benefited the poor. What are the implications of high foreign exchange reserves holdings for poverty reduction and employment generation? What is the cost of foreign exchange reserves holdings and how is it comparable with the South Asian countries? How can these idle resources be used to change the pattern of growth in favor of the poor?
In this backdrop, the paper examines the recent macroeconomic developments in Pakistan and addresses the above questions. Section 2 discusses the recent trends in economic growth in Pakistan. Section 3 discusses the fiscal policy and the trends in revenue and expenditure. Section 4 discusses the monetary policy and the ensuing monetary and credit developments. Section 5 examines the external sector developments as well as the cost of holding foreign exchange reserves. Section 6 examines the trends in various dimensions of poverty and implications of revival of growth for poverty and employment. Finally, Section 7 draws some conclusions and gives policy recommendations from the analysis. 
Economic Growth and Inflation
After performing below its potential over the past few years, the performance of Pakistan's economy has been marked by acceleration in economic activity 1 in FY03. The real GDP grew by 5.1% on account of recovery in agriculture, faster growth in industry and a respectable growth in services sector (See Table 1 ). After recording negative growth over the past two successive years, the recovery in agriculture sector posted 4.1 percent growth in FY03. The recovery in agriculture which accounts for 23 percent of GDP was primarily due to a rise in the productivity of important crops, improved water availability and increased use of agriculture input. Major crops (wheat, cotton, rice and sugarcane) accounting for 40.6 percent of agriculture sector output grew by 5.78 percent and thereby were the major contributors of growth in agriculture sector. While cotton recorded a negative growth rate (3.6%), all major crops registered a significantly higher growth rate (6.9% to 15%). On the other hand, minor crops that contribute 15.9 percent to value added in agriculture recorded a marginal growth of 0.4 percent in FY03. Finally, live stock that accounts for 39 percent of overall value addition in agriculture sector recorded a modest growth of 2.9 percent.
Recovery in Agriculture sector also contributed to the faster growth in industry. The growth in industrial sector which accounts for 25.6 percent of GDP was largely contributed by a remarkable performance of large scale manufacturing (LSM) which grew by 8.7 percent during FY03. The higher sugar output, and significant increase in the production of consumer durables (automobile and electronics), higher output of construction-related material and expansion in exports of textile products were the main factors for strong performance of large scale manufacturing sector. The services sector which accounts for about 51 percent of GDP has been growing at a faster pace than the agriculture and industry over the past few years. The growth in services sector accelerated from 4.1 percent in FY02 to 5.3l percent in FY03.
Inflation decelerated in term of CPI over the past few years. CPI remained in the range of 3.1 to 4.4 percent due to weak import prices and decline in real private consumption over the last three years (See Table 1 ). However, inflation accelerated to 5.4 percent in the first half of FY04 mainly due to a sharp increase in food prices. Food inflation rose to 10.2 percent in May, 2004. The main contributory factors for the sharp increase in food inflation were supply shortages and higher international prices.
Saving and Investment
An important recent development is the sharp rise in national saving. National savings increased substantially from 16.8 in FY02 to 18.5 as percent of GNP in FY03. The main contributory factor for the improvement in national saving was a substantial rise in net factor income abroad because of an exceptional increase in workers' remittances flows. However, despite a substantial increase in national saving, increase in overall investment was marginal. Total investment as percent of GDP increased from 14.7 percent in FY02 to 15.5 percent in FY03 (See Table 2 ). This level of investment as percent GDP is very low when compared with other developing countries. The investment to GDP ratio in most developing countries remained about 20 percent of GDP.
Although fixed investment grew by 10.5 percent in FY03 but the high growth was due to lower base in FY02. Interestingly, fixed investment as percent of GDP remained stagnant at 13.1 percent implying that the marginal increase in overall investment was due to changes in stocks. While private investment remained stagnant at 8.4 percent of GDP over the last few years and increased marginally in FY03, the public investment declined persistently during the last four years. It is noteworthy that the persistent decline in public investment has failed to crowd in private investment over the past few years. Thus, stagnant private sector investment is mainly attributed to a persistent reduction in public sector investment due to the reduction in budget deficit over the last four years. This explains why private investment is not responding despite a number of incentives given to the private investors.
Foreign Investment
While domestic investment remained stagnant, foreign investment did not show any significant improvement despite enormous incentives offered to foreign investors over the years.
Foreign direct investment (FDI) remained in the range of US $ 322 to US$ 798 million accounting for less than 1.0 percent of total FDI to Asia-Pacific region over the last four years. On the other hand, foreign portfolio investment did not exceed by US $ 73.5 and witnessed a declining trend during the last four years. The main contributory factors for this disappointing outcome were the lack of political stability, unsatisfactory law and order conditions, the slow bureaucratic process and the inadequate infrastructure facilities.
Fiscal Developments
Large fiscal deficits persisted in Pakistan over the last two decades. On average, Pakistan maintained a budget deficit of 7 percent of GDP during the 1990s. Over the past few years, the Pakistan has signed two IMF programs; a) Standby Arrangements, 2000 b) Poverty Reduction and Growth Facility (PRGF), 2001-04. The reduction in fiscal deficit has been central in IMF programs. As a result fiscal deficit declined from 6.6% in FY00 to 5.2 percent of GDP in FY01, remained at this point in FY02 and finally declined to 4.4 percent of GDP in FY03 (See Table 3 ). The country's revenue also showed some modest improvement due to better tax enforcement. As a result, both total revenue-to-GDP and tax-to-GDP ratio improved to 17.2 to 17.7 percent and from 13.2 to 13.7 percent respectively. On the other hand, the current expenditure a percent of GDP declined from 19.3 percent to 19.2 percent. The decrease in current expenditure was attributed to the decline in interest payment which declined by 13.5 percent between FY02 and FY03 from Rs.261.0 billion in FY02 to Rs.241 billion. The expenditure as % of GDP on education and health remained stagnant at best and declined at worst over the past few years (See Section 6). However, development expenditure which was already low also declined from 3.5% of GDP in FY02 to 3.2% of GDP in FY03. Thus, the target of fiscal deficit has been achieved at the expense of public sector development and social sector expenditure which is critical for future economic growth and poverty reduction.
The country's public debt also declined over the last two years (See Table 1 ). The reduction in debt-to-GDP ratio was mainly due to the substantial primary surpluses, falling interest cost and a slight appreciation of Rupee against US dollar.
Monetary and Credit Developments
Over the past two years, monetary policy has been dominated by the growth in Net Foreign Assets (NFA) due to the external account surpluses. The focus of monetary policy has been on avoiding appreciation of Pak rupee so as to preserve export competitiveness. To pursue this objective, State Bank of Pakistan has been purchasing foreign currency 2 from the kerb and inter-bank market. As a result, growth in money supply (M2) was high due to exceptional increases in the net foreign assets of the banking sector; M2 increased by 15.4 percent and 18.0 percent in FY02 and FY03
respectively (See Table 4 ). In FY03, all of the increase in NFA was attributable to a rise in the SBP NFA, whereas the NFA of scheduled bank declined by Rs.19.4 billion. On the contrary, Net Domestic Assets (NDA) of the banking system declined as both government borrowings for budgetary support and commodity operation loans witnessed heavy net retirement. The government's fiscal position improved because of higher revenue, greater availability of cheap external financing and larger non-bank borrowing which helped it to retire Rs. 56 billion.
Bank credit to the private sector expanded tremendously by Rs.167 billion in FY03 compared to Rs.53 billion in FY02. Bank credits to the private sector were concentrated in manufacturing (55%), personal loans (17%), agriculture (14%) and commerce (11%) etc. The easy monetary policy stance coupled with cuts in discount rate and decline in average lending rates were the important factors in credit utilization by the private sector.
External Sector Developments
Despite sluggish global economic activity and rising international oil prices, Pakistan's external balance of payment improved. Pakistan's external sector started improving since FY00 mainly due to increasing workers' remittances and reduction in trade deficit owing to higher growth in exports than imports. The reduction in the rate of Export Finance Scheme and increased textile quota/greater market access in European Union because of being an ally in the war against terrorism contributed significantly toward high export growth in recent years. Over the past two years, a substantial improvement came from the rising worker's remittances, which rose from Rs 1.1 billion in FY01 to Rs 2.4 billion in FY02 and finally to Rs 4.2 billion in FY03 (See Table 5 ). Moreover, interest payments fell following the re-profiling of bilateral loans (Paris Club), retirement of expensive debt and liabilities and the partial substitution of expensive debt with soft loans from IFIs. Consequently, the current account balance turned out to be surplus in FY01 and posted surpluses of US $ 2.8 billion and US $ 4 billion equivalent to 4.8 percent and 5.9 percent of GDP, respectively in FY02 and FY03. The main contributory factor for the improvement in current account balance was the extraordinarily increase in workers remittances which was due to the international crackdown on undocumented currency transaction in the Middle East and other parts of the world following September 11 event.
Foreign Exchange Reserve
Over the past few years, the SBP has been pursuing the policy of avoiding appreciation of Pak rupee against US dollar to preserve export competitiveness. To achieve this objective, State Bank of Pakistan has been purchasing foreign currency from the kerb and inter-bank market stemming mainly from increased inflows 3 of workers' remittances. The total SBP purchases from open market were US $5.6 billion between 1999 and 2002, while SBP net purchases from inter-bank markets were US $ 6.8 billion between 1999 and 2004. As a result, accumulation of foreign exchange reserve accelerated, pushing up the reserves to an unprecedented level of over US $12.1 billion, equivalent to 51 weeks of imports in FY04.
The Cost of Foreign Exchange Reserves Holdings
While it has been emphasized that foreign exchange reserves are necessary as a measure to maintain currency stability, it should be recognized that a high cost accompanies the holding of foreign exchange reserves. When Pakistan, like other developing countries borrows from abroad, a high interest rate as a risk premium is charged. But if Pakistan invests its foreign exchange reserves in US Treasury bills, it only gains a very low return-less than 1.0 percent at present. This negative spread in interest rates implies a transfer of income from a poor country, Pakistan to a rich country, USA. It would, thus, be important to examine the cost of foreign exchange reserves holding.
Fundamentally, the cost of holding reserves is the investment that a nation must forego in order to accumulate reserves. Alternatively, the dollars that a nation must hold as reserves are dollars that cannot be spent on physical infrastructure, on health care and education, or on the promotion of private investment.
Theoretically, the opportunity cost of reserve holdings is defined 4 as "the difference between the highest possible marginal productivity forgone from an alternative investment in fixed assets and the yield on international reserve". However, the common perception is that the opportunity cost of reserve holdings is the interest rate on government debt. But, this is not a right counterfactual. If assets were not held as reserves, they would be available to nations to fund domestic investment in physical capital. Thus, the opportunity cost of reserve holdings is the marginal product of capital in the nation holding the reserves. While calculating the cost of holding reserves, one should bear in mind that reserves do provide some return. Thus, the cost of holding reserves is the difference between the opportunity cost and the return on reserves.
The return on physical capital varies across countries. In United States, before-tax return remained at averaged close to 10 percent over the post-war period (Baker 1996) . The returns in developing countries are generally higher to compensate for the greater degree of risk. It is expected that the return to capital exceeds 20 percent in many of the poor countries. Evidence shows that public investment in infrastructure or education which are two other alternative uses of assets held as reserves, may give even higher rates of return than physical capital (Munnell 1994; Holtz-Eakin and Schwartz 1994) . On the other hand, the reserves held as interest bearing deposits such as the short-term government debt of USA earns a very small rate of interest of about 1.0 percent. It is noteworthy that the costs to poor nations are benefits in terms of low interest loans to the nations that supply reserve currencies primarily the United States.
To calculate the cost of reserve holding two set of estimates have been computed. The low end estimate assumes 10 percent cost of holding reserves while high end estimate assumes 20 percent cost of holding reserves. The low end assumption means that return to physical or human capital in poor countries is slightly higher than the USA, while high end implies that a relatively high rate of return 5 on human or physical capital which has been the case in many poor countries. Table 6 shows the cost of holding reserves in Pakistan.
It is clear that cost of the increased reserves holdings has been substantial over the past three years. The cost of reserve holding increased sharply after September 11 when country witnessed heavy foreign capital inflows in the form of workers' remittances and SBP accumulated reserves through its purchases of foreign currency. At high end which is more relevant for Pakistan being a poor country, the annual cost of reserve holding has more than tripled over the past three years-rising rapidly from US $ 644 million or 1.1 % of GDP in FY01 to US $ 2.5 billion or 3.3 % of GDP in FY04. The cumulative cost of reserve holdings is US $ 5.9 billion or about Rs.340 billion over the past three years. Thus, by diverting resources from more productive uses, the unprecedented rise in foreign exchange reserves holdings in Pakistan has imposed a substantial cost which has impeded significant economic and social progress over the past three years. This provides answer to the question that why the poor and the common man are not benefiting from the recent macroeconomic gains.
Given the fact that the cost of reserves holdings has been substantial and the main source of capital inflows are overseas workers remittances, the country does not require maintaining such high level of reserves. If we consider the adequate level of reserves equivalent to 15 weeks 6 of imports, the country is required to maintain reserves at US $ 3.7 billion in March 2004. By this criterion country is maintaining excess reserves 6 IMF requires raising the foreign exchange reserve up to 12 weeks or 3 months of imports in its various programmes. The total and short term external debt and liabilities servicing of Pakistan is about US $ 4.0 and US $ 1.0 billion, respectively. Thus, the country has ample reserve on this criterion as well. It is worth noting that foreign exchange reserves are part of national assets like domestic infrastructure, industries and human capital and their main source of funding is national saving. Thus, saving of the nations should be utilized efficiently by investing it in physical and human capital. This explains the fact why domestic investment is not responding despite having strong macroeconomic fundamentals. It is noteworthy that investment will not respond until national savings are available to the nation for investment.
The Cost of Foreign Exchange Reserves Holding in South Asia
After estimating the cost of Foreign Exchange Reserves Holding in Pakistan, it would interesting to examine how this heavy cost of reserves holdings is compared with other South Asian countries. Table 7 presents the cost of foreign exchange reserve holdings in different south Asian countries. Since all South Asian countries are poor, a high cost end scenario is presented here. Clearly, India has the highest level foreign exchange reserves not only in absolute terms but also in terms of months of imports. Thus, India has been bearing a huge cost of foreign exchange reserves holding at US $ 14.0 billion per annum. On the contrary, Bangladesh foreign exchange reserves holding are just close to its adequacy level i.e. equivalent to 3 months of import and thus bearing a very low cost. It is noteworthy that Pakistan bears the highest cost of foreign exchange reserves holdings as % GDP in South Asia followed by India. Thus, by maintaining high level of foreign exchange reserves both India and Pakistan have clearly obstructed significant economic and social progress in recent years.
It is noteworthy that accumulation of reserve in many developing countries is a reflection of imbalance in the current account of some countries primarily the USA. The USA has a twin deficit-the current account deficit of 5% of GDP and fiscal deficit of 6% of GDP. Ridiculously, it is the developing countries including India and Pakistan that are financing the current account deficit of USA through investment of their reserve in US treasury bills at a very low rate-less than 1.0 percent and negative in real term.
Trends in Different Dimensions of Poverty
Poverty has various dimensions, such as income poverty, child mortality, high rate of disease, illiteracy, meager assets, inaccessible markets and scarce job opportunities and vulnerability to economic shocks. Health and education are two important dimensions of poverty. Illness pushes people into poverty through lost wages, high spending for disastrous illnesses and repeated treatment for other illnesses. Likewise, inadequate education is one of the most important determinants of poverty and unequal access to educational opportunity is a strong correlate of income inequality. It is, therefore important to examine the progress in these dimensions of human poverty. 1 9 9 5 -9 6 1 9 9 6 -9 7 1 9 9 7 -9 8 1 9 9 8 -9 9 1 9 9 9 -0 0 
Poverty of Health
The state of health sector in Pakistan depicts a dismal picture. The poor state of health sector is mainly due to the ineffective delivery of services as well as the low spending on the health sector in Pakistan, which remained very low at 0.8 percent of GNP relative to other developing countries. Furthermore, this low level of spending on health sector declined from 0.8% of GNP in FY90 to 0.7 percent of GNP in FY03 (See Figure  1) . Not only the spending on health sector is low but also its allocation within the sector is directed to the areas that do not benefit the poor. Clearly, high priority was given to hospitals, medical colleges and curative services in urban areas, while primary healthcare and rural health service have been ignored which has led to a high rural-urban disparity in health care resulting in rapidly increasing poverty level in rural areas compared to urban areas during the last decade (See section 6.3).
Consequently, infant mortality rate was high at 82 per thousand live births; life expectancy was low at 63 years in 2003. Although country's health indicators improved over time but its pace has been very slow. Maternal mortality rate is also high at 350-435 per hundred thousands births, largely because 78 percent of births take place at home, under the care of traditional birth attendants. Pakistan's health indicators also depict a dismal picture when compared with the countries with same level of development. The country's health indicators remained poorer than the low-income countries such as India, Bangladesh, China and Sri Lanka.
Poverty of Education.
Another important dimension of poverty is deprivation to adequate education. The state of education in Pakistan also portrays a dismal picture. The public expenditure on education as percent of GNP was the lowest at 1.8% in FY03 in Pakistan compared to other low income countries of the region such as India, Bangladesh, Sri-Lanka. It is highly disappointingly that even this low level of spending on education has declined further to 1.7 percent of GDP in FY03 (See Figure 2 ). Moreover, this low level of spending on education sector goes largely to the recurring expenditure. Not only the overall budgetary allocation for the education sector is highly inadequate but also its allocation within the sector is directed to the areas that do not benefits the poor. Historically, priority was given to the tertiary education, whereas primary education to the bulk of population has been ignored.
As a result, the literacy rate was just 48 percent in 2001, with wide disparity between rural and urban and male and female literacy rates. The gross primary enrolment rate was 74 percent. Due to the persistent low level of primary enrolment, 5.8 million children are out of school out of 22.33 million children in 5-9 age-group, over 50 percent of them are girls. More than 50% students drop out before reaching class five resulting in a low gross secondary enrolment which was 41 percent in 2001.
Trends in Absolute Poverty and Unemployment
In contrast to the human development dimensions of poverty, absolute poverty defines poverty in terms of satisfaction of minimum physical needs of food and non-food items to enable people at the lower end of income distribution to engage in economic activity. Planning Commission, Government of Pakistan 7 has recently notified the national official poverty line for food and non-food expenditures at Rs. 748 per month per capita in 2001 prices. This was derived from the intake requirement 8 of 2350 calories per adult plus expenditures on non-food items. Although defining official poverty line in this way gives lower poverty line and thus lower poverty level in the country but the analysis is extended further so as to draw a policy conclusion on the basis of official poverty line notified by the government.
With average household size 6.9, the official poverty line for a household, on average, comes at Rs. Jafri (1999) and Amjad and Kemal (1997) used intake requirement 2550 calorie per adult plus a minimum allowance for non-food requirement. threshold which is derived in subsistence term that gives the level of income below which survival of an average household is threatened in the society. It is noteworthy that while average salary of lower grade non-gazetted employees in the public sector is clearly below this household poverty line, the monthly wage of an unskilled worker in urban areas remained stagnant around Rs.3000 per month between 2004 (Government of Pakistan; . This suggests that income of a household headed by an average wage earner is 48% short of the official poverty line (in December 2003 prices) notified by the Government of Pakistan, Planning Commission. This trend shows that the real wages in Pakistan have fallen substantially below the subsistence level which has threatened to adversely affect the physical functioning of workers and their families which, in turn, is detrimental to the economic growth.
Poverty trends show that incidence of poverty has increased from 26.1 percent in 1990-91 to 32.1 percent in 2001(See Table 8 ). Poverty trends at the regional level show that while urban poverty declined from 26.6 percent to 22.67 percent, rural poverty increased from 25.2 percent to 38.99 percent between 1990-91 and 2001. While the result of an increase in rural poverty is consistent with a number of studies conducted during the 1990s, the decline in urban poverty is quite contrary to the finding of others. It is noteworthy that the series of poverty estimates reported by the Planning Commission is not based on a consistent poverty line. Poverty estimates relating to 1998-99 and 2001 are based on official poverty lines recently notified by the Planning Commission. On the contrary, poverty estimates relating to 1986-87, 1987-88, 1990-91, 1992-93, 1993-94 and 1996-97 are based on poverty lines estimated by Jafri (1999) , which were relatively higher than others. Thus, the use of higher poverty line by Jafri (1999) and the lower poverty line by the Planning Commission give a declining trend in urban poverty as shown in Table 8 . Since poverty lines used for estimation of poverty 9 are not consistent, it is not logical to draw a conclusion from these estimates about the poverty trends during the 1990s. Any conclusion about poverty trends would only qualify, if a consistent poverty line were used to estimate the poverty throughout the period. Thus, there is a need to estimate poverty for 1986-87, 1987-88, 1990-91, 1992-93, 1993-94 and 1996-97 using the official poverty line adjusted for inflation for these years. This is critically important because 1990 is the benchmark year for the Millennium Development Goals (MDGs) as the country is required to halve the poverty between 1990 and 2015. It is worth clarifying that any conclusion based on such data would be misleading as the headcount ratio for 2003 is not based on nationally representative sample survey. Furthermore, the consumption expenditure data of households is derived on recall basis after a lapse of two years. Thus, it is not appropriate to draw a conclusion from this data.
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The slower economic growth together with freezing the employment in the public sector and privatization during the 1990s restrained the economy's capacity to generate employment and has resulted in high unemployment rates. The overall unemployment rate declined initially from 6. 2% in 1990-91 to 4.8% in 1993-94, then rose to 6.12% in 1996-97, 7 .82% in 1999-00 and finally 10 to 8.2% in 2002 (See Figure 3) . However, urban unemployment is more seriously affected than the rural unemployment over the past ten years. Urban unemployment rose rapidly from 5.88% in 1992-93 to 9.8% in 2002. The slower economic growth together with retrenchment of public sector also affected the unemployment rate of youth substantially over the past few years. In 15-19 years age group, for example, the youth unemployment rate increased from 12.0 percent in 1997-98 to 15.2 in 1999-00 and finally to 16.2 in 2002. Evidently, more educated particularly graduates in the period immediately after entering the labor force disproportionately represents among the urban unemployed.
Implications of Revival of Growth for Poverty and Employment
While economic growth has accelerated, exports have increased sharply and foreign exchange reserves are at their highest ever level, it thus remained to answer the question how these developments affect the low income and poor segments of population. Who is going to benefits from these developments? This subsection attempts to answer these questions.
Previous section shows that a recovery in real GDP growth rates on account of faster growth in manufacturing and satisfactory growth in services sector is on the way toward long term growth trajectory at 6 percent. However, it may be pointed out that growth in agriculture is partly explained by the lower base effect since agriculture witnessed negative growth rates for the past two consecutive years-FY01 and FY02. In addition, agriculture sector growth rate is likely to be lower at 2.6 percent against the target of 4.2 percent in FY04. Since agriculture sector is the main source of livelihood for a substantial proportion of the poor, poverty would thus remain unaffected by the high GDP growth rate.
Although industrial growth is reflected in higher exports, a part of the industrial growth stems primarily from a surge in aggregate demand arising due to expansion in private sector credit including personal consumption loans which rose substantially because of the easy monetary policy stance along with cuts in discount rate and decline in average lending rate. However, the growth in large scale manufacturing sector is mainly due to the utilization of excess capacity ranging from 30-40 percent created by large investment in the mid 1990s in thermal power generation through independent power projects (IPPs), cement, sugar, automobile and consumer electronics. Furthermore, employment elasticity of large scale manufacturing sector is very low relative to other sectors (See Table 9 ). Thus, this pattern of growth together with stagnant investment does not seem to be propoor since it is not likely to generate sufficient employment to offset the large increases in labor force over the years.
Since Karachi Stock Exchange Index (KSE-100 index) has accelerated rapidly from 1770 points in FY02 to 4606 points in December 2003, it is more likely that a big chunk of private credit expansion may have gone into speculative trading in the stock market. It may also have gone into the speculative property business as value of property has increased rapidly in the range of 30 to 50 percent over the past two years. These developments are not pro-poor as they are not likely to generate employment which is also reflected in the slower growth of construction sector at 3.4% in FY03 despite the priority given by the government to this sector.
Different socio-economic groups are likely to benefit to a greater or lesser extent from this pattern of economic growth depending upon their social and economic status. This may involve winner or loser. The small group of winners includ: a) commercially engaged and export-oriented farmers producing cotton and rice (mostly large and medium scale); b) manufacturers and exporters of cotton products; c) investors involve in speculative trading in stock market and real estate; and d) rich and upper middle income groups benefiting from consumer loans. The larger group of losers encompasses: a) lower and lower-middle class formal sector's fixed salaried employees (mainly public sector employees) who will suffer sizeable losses of real income via reduced real purchasing power through higher food inflation; and b) unskilled labors, small holder and petty traders in urban areas in the informal sector via reduced real wages and subsistence farmer in rural areas via reduced real income through higher food inflation.
Counterfactual Scenario
It is important to note that the above pattern of economic growth has emerged from the monetary policy which has been driven by the exchange rate policy over the past few years. The focus of both policies has been on avoiding appreciation of Pak rupee against US dollar to preserve export competitiveness. In this situation, it would be interesting to develop a possible counterfactual scenario namely, relative to what might have happened, if Pak rupee were allowed to appreciate. Had the Pak rupee allowed to appreciate, the US $ would have devalued to Rs.52 or a bit lower. Imported intermediate inputs (constituting 75% of total imports) particularly petroleum group products, agricultural inputs and machinery groups would have become cheaper in domestic currency terms than before. This would have restored the competitiveness of exports by reducing the cost of production of exports. While prices of machinery and equipments would have declined due to an appreciation of Pak rupee, the effect on the level of investment would have been robust.
Thus, the appreciation of Rupee would have led to lower inflation rate and thus increased purchasing power of money and have had positive supply effects through a real balance effect leading to an increase in aggregate demand, expansion in investment and employment and thus high economic growth and lower poverty level in the country. The decline in petroleum products would also have resulted in a decline in utility prices like gas and electricity as well as the transport fare. In this situation, the poor including the common man would have benefited from a general decline in domestic price level together with an expansion in employment and broad-based economic activities.
Conclusions and Policy Recommendations
The paper examined the recent macroeconomic developments and poverty trends in Pakistan. Recent trends suggest a recovery in real GDP growth rates on account of faster growth in large-scale manufacturing and satisfactory growth in services sector. However, the pattern of growth is not likely to generate sufficient employment opportunities which should be the foremost priority of the government, keeping in view the high prevailing unemployment rate resulting from the large increases in labor force over the years.
An analysis of various dimensions of poverty suggests a rising trends in all human dimension of poverty. Not only the poverty and inequality increased but also progress in human development remained poor over the past 15 years. It is noteworthy that the rising trends in poverty, inequality and in other human development dimensions over the past fifteen years may be attributed to the inappropriate 11 sequencing of policies pursued in various economic reform programmes within the framework of IMF/World Bank. Financial sector reforms were implemented before achieving macroeconomic stabilization and fiscal deficit reduction. To liberalize trade regime, tariff rates have been reduced rapidly before adopting to an alternate system of domestic taxation resulting in losses of public revenue and increased government borrowing need. A persistent devaluation of rupee against the US dollar demanded by the IMF to enhance exports raised the level of external debt and its servicing, while financial sector reforms raised the level of domestic debt and its servicing. The rising debt servicing and declining public resources resulted in reduction in development and social sector expenditure to reduce the budget deficit, which has seriously affected the physical infrastructure and human capital of the country and led to a decline in economic growth rate of GDP during the 1990s. In addition, the declining real wages, ban on employment in public sector, cut in pro-poor subsidies, increases in sales taxes and utility charges, and the declining remittances have reduced the income of the poor and middle segments of the population and led to increased poverty and income inequality 12 over the past 15 years.
Over the past 15 years, the persistent attempt to reduce the fiscal deficit to achieve stabilization within the framework of IMF and the World Bank has imposed a social cost on the economy which has adversely affected not only the physical infrastructure but also the human capital of the country. Nevertheless, a welcome development is the realization of the negative effects of IMF programs as the government has now decided to exit from the IMF program. Due to restructuring of external bilateral debt and increased capital flows from abroad, the government has now larger fiscal space for increasing the development and social sector expenditure. The government should move courageously on the provisions of physical and social capital for the vulnerable groups and escalation of social safety nets for the poor.
While economic reform programmes during past 15 years were aimed at increasing efficiency and/or reducing poverty, the trends in almost all dimensions of poverty indicate that poverty has worsened in Pakistan. While progress in human development dimensions of poverty has been poor as country's social indicators remained poorer than the south Asian countries, the income poverty has become much more of a serious problem than before in the wake of rising unemployment in Pakistan. Recent estimates show that more than 49 million people lives below the official poverty line and 3.1 million persons are unemployed. Thus, to help the million of people out of abject poverty and generate sufficient employment for the large pool of unemployed, the government should increase spending gradually on education and health sectors from the lowest in the south Asian region at 2.4 percent of GDP in FY03 to 4.0 of GDP during the next three years which would also help achieve the Millennium Development Goals.
Poverty analysis shows that over the past few years, the real wages in Pakistan have fallen substantially below the official poverty line defined in subsistence term by the Government of Pakistan which has threatened the survival of workers and their families which, in turn, is detrimental to the economic growth. Thus, there appear to be a great need to revise the minimum wage legislation in Pakistan from Rs.2500 per month to an adequate level for protecting the most vulnerable groups. Similarly, salary structure of the pubic sector employees needs to be revised adequately so as to bring the low and middle income public sector employees at least above the official poverty line defined in subsistence terms.
Although recent unprecedented rise in foreign exchange reserves is seen as an achievement, maintaining the high level of idle foreign exchange reserves involves a heavy cost. In this context, it may be pointed out that recently the government officials made presentations at the Pakistan Development forum to seek support of US $ 56 billion from the donors during next 5-15 years for infrastructural development in water, power and communication sectors. The per annum financial commitment is at US$ 4.0 billion. Given the fact that the cost of reserve holdings has been substantial and the main source of capital inflows are overseas workers remittances, the country does not require maintaining a high level of reserves. The country is maintaining excess reserves equivalent to US $ 8.9 billion which is its idle resources. It must be recognized the foreign exchange reserves are the national saving which the nation has acquired through running current account surpluses over the past few years. Since the government intends to borrow from external sources for infrastructural development, the conventional argument that the utilization of foreign exchange reserve would be inflationary does not hold. Instead of relying on foreign loans for infrastructural improvement, a self-reliant strategy would be useful. Thus, saving of the nations should be utilized efficiently by investing it in physical infrastructure and human capital, which would not only save the country from external debt trap but also give impetus to foreign investment and generate sufficient employment for the unemployed youth of Pakistan.
While poverty is home to the south Asia as a substantial population-about 300 million in India and 49 million in Pakistan live in abject poverty, maintaining foreign exchange reserves at an unprecedented level which involves a heavy cost of about 3% of GDP is not an optimal use of meager resources. Thus, saving of people should be invested in poor physical infrastructure and human capital in these countries. Finally, the work of Nobel Laureate Amartya Sen suggests that a country's prosperity and development cannot be measured by GDP growth or the size of its economy alone. Similarly, a country's development cannot be measured by strong macroeconomic fundamentals alone. Development is freedom. It is about creating an environment where people can participate in deciding their economic and social future. It is about creating opportunities for everyone to pursue their hopes and dreams. To raise the level of welfare of people, it is essential to create these conditions in south Asian countries.
